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liable to make any payment under this subsection may recover con-
tribution as in cases of contract from any person who, if joined in
the original suit, would have been liable to make the same pay-
ment. No action shall be maintained to enforce any liability created
under this section, unless brought within one year after the dis-
covery of the facts constituting the violation and within three years
after such violation.

() The provisions of subsection (a) shall not apply to an
exempted securit[x;.

(gX1) Notwithstanding any other provision of law, the Commis-
sion shall have the authority to regulate the trading of any put,
call, straddle, option, or privilege on any security, certificate of de-
posit, or group or index of securities (including any interest therein
or based on the value thereof), or any put, caﬁ, straddle, option, or
privilege entered into on a national securities exchange relating to
foreign currency (but not, with respect to any of the foregoing, an
option on a contract for future delivery other than a security fu-
tures product).

(2) Notwithstanding the Commodity -Exchange Act, the Com-
mission shall have the authority to regulate the trading of any
Isecurity futures product to the extent provided in the securities

aws.

(h) LIMITATIONS ON PRACTICES THAT AFFECT MARKET VOLA-
TILITY.—It shall be unlawful for any person, by the use of the mails
or any means or instrumentality of interstate commerce or of any
facility of any national securities exchange, to use or employ any
act or practice in connection with the purchase or sale of any eq-
uity security in contravention of such rules or regulations as the
Commission may adopt, consistent with the public interest, the
protection of investors, and the maintenance of fair and orderly
markets—

(1) to prescribe means reasonably designed to prevent
manipulation of price levels of the equity securities market or

a substantial segment thereof; and

(2) to prohibit or constrain, during periods of extraordinary
market volatility, any trading practice in connection with the
purchase or sale of equity securities that the Commission
determines (A) has previously contributed significantly to
extraordinary levels of volatility that have threatened the
maintenance of fair and orderly markets; and (B) is reasonably
certain to engender such levels of volatility if not prohibited or
constrained.

In adopting rules under paragraph (2), the Commission shall, con-
sistent with the purposes of this subsection, minimize the impact
on the normal operations of the market and a natural person’s free-
dom to buy or sell any equity security.

(i) The authority of the Commission under this section with re-
spect to security-based swap agreements (as defined in section
206B of the Gramm-Leach-Bliley Act) shall be subject to the
restrictions and limitations of section 3A(b) of this title.

REGULATION OF THE USE OF MANIPULATIVE AND DECEPTIVE DEVICES

SEC. 10. [78j] It shall be unlawful for any person, directly or
indirectly, by the use of any means or instrumentality of interstate

commerce or of the mails, or of any facility of any national securi-
ties exchange—

(a)(1) To effect a short sale, or to use or employ any stop-
loss order in connection with the purchase or sale, of any secu-
rity registered on a national securities exchange, in contraven-
tion of such rules and regulations as the Commission may pre-
scribe as necessary or appropriate in the public interest or for
the protection of investors. ) )
(2)! Paragraph (1) of this subsection shall not apply to security

roducts. .
futures p(b) To use or employ, in connection with the purchase or
sale of any security registered on a national securities ex-
change or any security not so reglst_ered, or any securities-
based swap agreement (as defined in section 206B of the
Gramm-Leach-Bliley Act), any manipulative or deceptive de-
vice or contrivance in contravention of such rules and regula-
tions as the Commission may prescribe as necessary or appro-
priate in the public interest or for the protection of investors.
Rules promulgated under subsection (b) that prohibit fraud, manip-
ulation, or insider trading (but not rules imposing or spec1§y1n§ re-
porting or recordkeeping requirements, procedures, or standards as
prophylactic measures against fraud, manipulation, or insider trad-
ing), and judicial precedents decided pnder subsection (b) and rules
promulgated thereunder that prohibit fraud, manipulation, or in-
sider trading, shall apply to security-based swap agreements (as
defined in section 206B of the Gr.amm-an_ch-Bhley Act) to the
same extent as they apply to securities. Judicial precedents decided
under section 17(a) of the Securities Act of 1933 and sections 9, 15,
16, 20, and 21A of this title, and judicial prece(_lents decided under
applicable rules promulgated under such sections, shall apply to
security-based swap agreements (as defined in section 206B of the
Gramm-Leach-Bliley Act) to the same extent as they apply to secu-
rities. /
SEC. 10A. [78j-1] AUDIT REQUIREMENTS. ) o
(a) IN GENERAL.—Each audit required pursuant to this title of
the financial statements of an issuer by an independent public
accountant shall include, in accordance with generally accepted au-
diting standards, as may be modified or supplemented from time
ime by the Commission—
to time ()i) procedures designed to Srovide reasonable assurance of
detecting illegal acts that would have a direct and material ef-
fect on the determination of financial statement amounts;
(2) procedures designed to identify related party trans-
actions that are material to the ﬁ(rllanmal statements or other-
ise require disclosure therein; an ) ]
wie (3)qan evaluation of whether there is substantial doubt
about the ability of the issuer to continue as a going concern
during the ensuing fiscal year.
(b) REQUIRED RESPONSE T0O AUDIT DISCOVERIES.— )
(1) INVESTIGATION AND REPORT TO MANAGEMEI\{T.—-TIf, in
the course of conducting an audit pursuant to this title to
which subsection (a) applies, the independent public account-

1 Margin so in law.
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ant detects or otherwise becomes aware of information indi-
cating that an illegal act (whether or not perceived to have a
material effect on the financial statements of the issuer) has
or may have occurred, the accountant shall, in accordance with
generally accepted auditing standards, as may be modified or
supplemented from time to time by the Commission—

(A)(i) determine whether it is likely that an illegal act
has occurred; and

(ii) if so, determine and consider the possible effect of
the illegal act on the financial statements of the issuer, in-
cluding any contingent monetary effects, such as fines,
penalties, and damages; and

(B) as soon as practicable, inform the appropriate level
of the management of the issuer and assure that the audit
committee of the issuer, or the board of directors of the
1ssuer in the absence of such a committee, is adequately
informed with respect to illegal acts that have been de-
tected or have otherwise come to the attention of such
accountant in the course of the audit, unless the illegal act
is clearly inconsequential.

(2) RESPONSE TO FAILURE TO TAKE REMEDIAL ACTION.—If,
after determining that the audit committee of the board of
directors of the issuer, or the board of directors of the issuer
in the absence of an audit committee, is adequately informed
with respect to illegal acts that have been detected or have oth-
erwise come to the attention of the accountant in the course of
the audit of such accountant, the independent public account-
ant concludes that—

(A) the illegal act has a material effect on the financial
statements of the issuer;

(B) the senior management has not taken, and the
board of directors has not caused senior management to
take, timely and appropriate remedial actions with respect
to the illegal act; and

(C) the failure to take remedial action is reasonably
expected to warrant departure from a standard report of
the auditor, when made, or warrant resignation from the
audit engagement;

the independent public accountant shall, as soon as prac-
ticable, directly report its conclusions to the board of directors.

3) NO’.I‘ICE TO COMMISSION; RESPONSE TO FAILURE TO NO-
TIFY.—An issuer whose board of directors receives a report
under paragraph (2) shall inform the Commission by notice not
later than 1 business day after the receipt of such report and
shall furnish the independent public accountant making such
report with a copy of the notice furnished to the Commission.
If the independent public accountant fails to receive a copy of
the notice before the expiration of the required 1-business-day
period, the independent public accountant shall—

(A) resign from the engagement; or

(B) furnish to the Commission a copy of its report (or
the documentation of any oral report given) not later than
1 business day following such failure to receive notice.
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(4) REPORT AFTER RESIGNATION.—If an independent public
accountant resigns from an engagement under paragraph
(3)(A), the accountant shall, not later than 1 business day fol-
lowing the failure by the issuer to notify the Commission under
paragraph (3), furnish to the Commission a copy of the
accountant’s report (or the documentation of any oral report

iven). )

(gcl) AUDITOR LIABILITY LiMITATION.—No independent public
accountant shall be liable in a private action for any finding, con-
clusion, or statement expressed in a report made pursuant to para-
graph (3) or (4) of subsection (b), including any rule promulgated
pursuant thereto.

(d) CIvIL PENALTIES IN CEASE-AND-DESIST PROCEEDINGS.—If
the Commission finds, after notice and opportunity for hearing in
a proceeding instituted pursuant to section 21C, that an inde-
pendent public accountant has willfully violated paragraph (3) or
(4) of subsection (b), the Commission may, in addition to entering
an order under section 21C, impose a civil penalty against the inde-
pendent public accountant and any other person that the Commis-
sion finds was a cause of such violation. The determination to im-
pose a civil penalty and the amount of the penalty shall be gov-
erned by the standards set forth in section 21B.

(e) PRESERVATION OF EXISTING AUTHORITY.—Except as pro-
vided in subsection (d), nothing in this section shall be held to limit
or otherwise affect the authority of the Commission under this
title. »

(f) DEFINITION.—As used in this section, the term “illegal act”
means an act or omission that violates any law, or any rule or reg-
ulation having the force of law.

TRADING BY MEMBERS OF EXCHANGES, BROKERS, AND DEALERS

SEc. 11. [78k} (a)1) It shall be unlawful for any member of
a national securities exchange to effect any transaction on such ex-
change for its own account, the account of an associated person, or
an account with respect to which it or an associated person thereof
exercises investment discretion: Provided, however, That this para-
graph shall not make unlawful— o ]

(A) any transaction by a dealer acting in the capacity of
market maker; .

(B) any transaction for the account of an odd-lot dealer in
a security in which he is so registered, ) ) )

(C) any stabilizing transaction effected in compliance with
rules under section 10(b) of this title to facilitate a distribution
of a security in which the member effecting such transaction
is participating; )

(D) any bona fide arbitrage transaction, any bona fide
hedge transaction involving a long or short position in an eq-
uity security and a long or short Eosmlon in a security entitling
the holder to acquire or sell such equity security, or any risk
arbitrage transaction in connection with a merger, acquisition,
tender offer, or similar transaction involving a recapitalization;

(E) any transaction for the account of a natural person, the
estate of a natural person, or a trust created by a natural per-
son for himself or another natural person;



